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COMMONWEALTH OF KENTUCKY 

BEFORE T H E  PUBLIC SERVICE COMMISSION 

In t h e  Matter of: 

AN INVESTIGATION INTO THE 1 
FUEL PROCUREMENT PRACTICES 
OF KENTUCKY UTILITIES COMPANY 1 

1 CASE NO. 9631  

O R D E R  

On Way 19, 1983, t h e  Commiss ion  i s s u e d  a n  Order in Carre No. 

8590, An E x a m i n a t i o n  By The P u b l i c  S e r v i c e  Commiss ion  O f  The 

A p p l i c a t i o n  Of The F u e l  A d j u s t m e n t  C l a u s e  Of K e n t u c k y  Utilities 

Coinpany Froin November 1, 1980, To October 31, 1982, which 

initiated an i n v e s t i g a t i o n  i n t o  t h e  f u e l  p r o c u r e m e n t  practices of 

Kentucky  Utilities Company ("KU"). I n  p a r t i c u l a r ,  t h e  Coinmission 

i n d i c a t e d  i ts c o n c e r n  w i t h  t h e  relatively h i g h  prices that KU was 

paying for coal d e l i v e r e d  t o  i ts  Ghent p l a n t  u n d e r  c o n t r a c t s  w i t h  

River P r o c e s s i n g  , I n c .  I ( "River P r o c e a s i n g "  1 and  S o u t h  E a s t  C o a l  

Company ("South East"). The Order  r e q u e s t e d  KU to provide  

r e s p o n s e s  to several questions about specif ic  p r o v i s i o n s  of t h e  

t w o  c o n t r a c t s .  KU moved to hold t h e  i n v e s t i g a t i o n  i n  abeyance t o  

avoid d i s c l o s i n g  s e n s i t i v e  " o p i n i o n s  c o n c e r n i n g  l e g a l  and  o t h e r  

q u e s t i o n s  w h i c h  h a v e  been a n d  are i s s u e s  b e t w e e n  KU a n d  o the r  

parties" to the Coal Supply a g r e e m e n t s . '  To p r e v e n t  the p r e m a t u r e  

disclosure of t h i s  i n f o r m a t i o n  a t  a t h e  when KO waa a s e k i n g  t o  
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reduce its coal prices, t h e  Cornrnlsslon h e l d  its i n f o r m a t i o n  

request i n  a b e y a n c e .  

Dur ing  t h i s  sane p e r i o d ,  KU h a d  i n i t i a t e d  a d e c l a r a t o r y  

j u d g m e n t  a c t i o n  a g a i n s t  River  P r o c e s s i n g  i n  t h e  C i r c u i t  C o u r t  of 

P a y e t t e  Coun ty ,  Ken tucky .  The s u i t  was s u b s e q u e n t l y  se t t led  a n d  

dis iniseed upon a r e n e g o t i a t i o n  of the coal s u p p l y  a g r e e m e n t  . 
However, t h e  Corrunissian c o n t i n u e d  to h o l d  its i n v e s t i g a t i o n  in 

a b e y a n c e  because KU w a s  a t t e m p t i n g  t o  r e n e g o t i a t e  its S o u t h  E a s t  

coal c o n t r a c t .  Subsequently, KU i n i t i a t e d  l i t i g a t i o n  a g a i n s t  

S o u t h  E a s t  over i ts  coal s u p p l y  a g r e e m e n t .  That l i t i g a t i o n  h a s  

y e t  t o  be resolved. 

I n  order to  protect KU's ratepayers d u r i n g  t h i s  p e r i o d ,  t h e  

Commission d e s i q n a t e d  a l l  fuel a d j u s t i n e n t  c lause orders s i n c e  1982 

as interim orders. C o n s e q u e n t l y ,  a l l  r e v e n u e  r e c e i v e d  by KU 

u n d e r  its f u e l  a d j u s t m e n t  c lause since November 1, 1980, has been 

collected s u b j e c t  to r e f u n d .  

The Coirunission f i n d s  t h a t  t h e  o r ig ina l  j u s t i f i c a t i o n  for 

holding i ts  i n v e s t i g a t i o n  i n  abeyance is n o  l o n g e r  v a l i d .  D u r i n g  

t h e  c o u r s e  of KU's l i t i g a t i o n  w i t h  both i ts  coal s u p p l i e r s  a n d  i ts  

w h o l e s a l e  m u n i c i p a l  c u e t o ~ n e r e , ~  KU ha6 madm pub1 fc thouranclrr  of 

page. of d o c u m e n t s  and b e e n  ob l iga ted  t o  p e n n i t  i t e  a d v e r s a r i e s  

f n t e r i i n  orders h a v e  been e n t e r e d  I n  t h e  f o l l o w i n g  f u e l  
a d j u s t m e n t  c l a u s e  cases: Nos. 8590 ,  8590-A,  8 5 9 0 - 8 ,  
8 5 9 0 - C ,  9173, 9173-A,  a n d  9173-B; c o v e r i n g  t h e  period 
November 1, 1980, t o  October 31, 1985, 

E i g h t  m u n i c i p a l  u t i l i t i e s  and  a n  i n v e s t o r - o w n e d  u t i l i t y  
have jointly f i l e d  a c o r n p l a i n t  at t h e  Federal Energy 
Regulatory Coimuission c h a l l e n g i n g  KU's f u a l  procurement 
practices. 
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f u l l  and  complete d iscovery  of i ts  f i l e s .  A s  a r e s u l t ,  RU'5 

i n t e r n a l  d o c u m e n t s  a n d  l ega l  theories  a re  now a matter of p u b l i c  

record. Based o n  t h e  f o r e g o i n g ,  t h e  Coinmission is of t h e  o p i n i o n  

t h a t  t h e  r e s u m p t i o n  of its i n v e s t i g a t i o n  is now appropriate.  

The Coinmission f i n d s  t h a t  a r i g o r o u s ,  i n d e p e n d e n t  i n v e s t i -  

g a t i o n  of KU's f u e l  p r o c u r e m e n t  practices s h o u l d  proceed, I n  i ts  

i n v e s t i g a t i o n  t h e  Cointnission w i l l  detennine, cllnong o t h e r  t h i n g s ,  

w h e t h e r  t h e  l o n g  term c o n t r a c t s  w i t h  River  P r o c e s s i n g  a n d  S o u t h  

E a s t  were p r u d e n t l y  e n t e r e d  i n t o ,  effectively and efficiently 

inaneged o n c e  they were n e g o t i a t e d  , a n d  w h e t h e r  r e a s o n a b l e  c o n s i d -  

e r a t i o n  was g i v e n  to t h e  r e n e g o t i a t i o n  of t h e  c o n t r a c t s .  If RU 

h a s  b e e n  i m p r u d e n t  i n  the p r o c u r e m e n t  or a d i n i n i s t r a t i o n  of its 

f u e l  c o n t r a c t s ,  t h e  i n v e s t i g a t i o n  w i l l  d e t e n n i n e  the size of t h e  

r e f u n d  t o  w h i c h  KU's r a t e p a y e r s  a r e  e n t i t l e d .  

The Coinmission believes that t h e  services of an independent 

c o n s u l t a n t  w i l l  be n e c e s s a r y  t o  a s s i s t  i n  t h i s  i n v e s t i g a t i o n .  The  

c o n s u l t a n t  w i l l  be selected by t h e  Coinmission, a n d  KU w i l l  pay fo r  

t h e  c o n s u l t a n t ' s  s e r v i c e s ,  The  cost of t h e  c o n s u l t a n t ' s  s e r v i c e s  

w i l l  be c o n s i d e r e d  as a cost  of service for r a t e m a k i n g  p u r p o s e s  i n  

KU's n e x t  r a t e  case. 

W h i l e  the f i n a l  ou tco ine  of t h i s  i n v e s t i g a t i o n  will resolve 

t h e  i s s u e s  p e n d i n g  in t h e  interim f u e l  a d j u s t m e n t  c l a u s e  cases, 

t h e  Coinmission believes t h a t  a separa te  case s h o u l d  be e s t a b l i s h e d  

s i n c e  t h e  8 c o p e  of t h i s  i n v e s t i g a t i o n  should i n c l u d e  all r e l e v a n t  

issues. The Coininiesion believes the f o l l o w i n g  i n i t i a l  s t e p s  are 

reasonable. First, all i n t e r e s t e d  p a r t i e s  w i l l  be given an 

o p p o r t u n i t y  to  i n t e r v e n e ,  S e c o n d ,  t h e  Coirunission w i l l  prepare a 
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draft request for  proposals ("RFP"). The draft RFP will be 

distributed to a11 parties for colmnents. If necessary, a hearing 

or conference will be held to receive these coi~nents. Third, the 

RFP will be put into final form and distributed to qualified 

consultants. Fourth, upon receipt and review of the proposals, 

the Coimnission will select a consultant to perform the study. 

While it would be premature to establish a further procedural 

schedule, the Coinmission notes that, subsequent to the subinissfon 

of the consultant's report, it will schedule a hearing to allow 

a l l  parties the opportunity to present testimony and cross-examine 

the consultant and all other witnesses. 

The Coinmission, having considered the evidence of record and 

being advised, is of the opinion and finds that: 

1. A case docket ehould be established to investigate KU'e 

fuel procurement practices and all interested parties ehould be 

given the opportunity to intervene. 

2. An independent consultant should be selected by the 

Coimniss ion to perform the investigation and KU should pay for  the 

consultant's services. 

3. The cost of the consultant's services should be consid- 

ered as a cost of service for rateinaking purposes. 

IT IS THEREFORE ORDERED that: 

1. A n  lnvestfgatlon be and It hereby le established to 

investigate KO* B fuel procurement and administretion practices. 

2. An independent consultant. shall be s e l e c t e d  by the 

Coinmission to perform the investigation and KU shall pay for t h e  

consultant's services. 
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3.  The cost of t h e  c o n s u l t a n t ' s  services s h a l l  be c o n s i d -  

ered a s  a cost of s e r v i c e  for ratemaking p u r p o s e s .  

Done at F r a n k f o r t ,  ~ e n t u c k y ,  t h i s  lo th  day of July, 1986. 

PUBLIC SERVICE COMHISSION 

ATTEST: 

Secretary 


